2332MK

NEXSEN|PRUET

J. Frederick Reames lll, J.D., LL.M (Tax)
Member
Admitted in SC

November 2, 2011

Ms. Jocelyn Boyd

Public Service Commission of South Carolina
101 Executive Center Dr., Suite 100
Columbia, SC 29210

Re:  Palmetto States Utility Services, Inc. - Issuance of Promissory Notes
Docket No. 2007-425-WS; Order No. 2008-148

Dear Ms. Boyd:

On March 5, 2008, the Public Service Commission (“the Commission”) issued
Charleston an Order approving the issuance of common stock or borrowings of Palmetto States
Utility Services, Inc. (“PSUS”) from its parent company, American States Utility
Services, Inc. (“ASUS”). A copy of the March 5, 2008 Order along with the
application by PSUS requesting the order is attached as Exhibit A. \

Charlotte
Columbia

Greensboro
The purpose of this letter is to notify the Commission of the issuance of

additional promissory notes consistent with the March 5, 2008 Order. As is provided

Hilton Head in the attached Order, the Commission approved PSUS issuing stock or borrowings
Myrtle Beach from ASUS in amounts up to $8 million. As a result of this Order, in 2008 PSUS
executed a promissory note in favor of ASUS in the amount of $5 million. PSUS
proposes to pay this existing note through the issuance of a new promissory note in
the amount of $5 million, a copy of which is attached herein as Exhibit B. In essence,
this is simply a renewal of the note previously approved.

Greenville

Raleigh

In addition, in order to avoid notification to the Commission for each
promissory note which might be issued in the future, PSUS requests that the
Commission approve the issuance of the proposed $5 million promissory note
attached as Exhibit B and the issuance of future promissory notes in substantially the
same form so long as the cumulative borrowings by PSUS from ASUS do not exceed
the amounts approved in the March 5, 2008 Order.

1230 Main Street T 803.540.2055
Suite 700 (20201)  F 803.727.1455
PO Drawer 2426 E RReames@nexsenpruet.com
Columbia, SC 29202 Nexsen Pruet, LLC
www.nexsenpruet.com  Attorneys and Counselors at Law
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PSUS has discussed this matter with counsel in the Office of Regulatory Staff
who has indicated that it does not object to the request. I have copied Nanette
Edwards, Esquire, on this letter.

If you have any questions or require any further information or action, please
feel free to let me know. I appreciate your attention to this matter and look forward to
hearing from you.

Very truly yours,
Rick Reames III
RR/shp
Enclosures
cc: Nanette Edwards, Esquire

Burnet R. Maybank 111, Esquire (via email)
James B. Gallagher (via email)
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BEFORE
THE PUBLIC SERVICE COMMISSION OF
SOUTH CAROLINA

DOCKET NO. 2007-425-WS - ORDER NO. 2008-148

MARCH 5, 2008
IN RE: Application of Palmetto State Utility ) ORDER APPROVING
Services, Inc. for Authority to Issue and Sell ) ISSUANCE OF
Securities (Long-Term Debt or Equity) ) SECURITIES

This matter comes before the Public Service Commission of South Carolina (the
Commission) on the Application of Palmetto State Utility Services, Inc. (PSUS or the
Company) for a Certificate of Authority to sell common stock to or to borrow money
from its parent company, American States Utility Services, Inc. (ASUS), pursuant to 26
S.C. Code Ann. Regs. 103-506 and 103-706 (Supp. 2007) (the regulations).

Pursuant to the terms of the regulations, any utility desiring to issue any securities
may apply to the Commission for approval of the proposed issue by filing an Application
with the Commission and serving a copy on the Office of Regulatory Staff (ORS). Such
service on ORS was made by the Company. ORS has stated that it does not object to the
Company’s Application.

PSUS states that it intends to sell common stock or borrow money from ASUS to
capitalize its operations at Fort Jackson, South Carolina. The proceeds of the sale or loan
will be used to fund the operations, maintenance, and capital improvements, if needed, of
the water distribution and wastewater systems at Fort Jackson. PSUS notes that if it opts

to borrow funds from ASUS, the term of the loan will be longer than twelve months.
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The Company requests permission and authority to issue and sell up to
$8,000,006 of common stock to or to borrow up to $8,000,000 from its parent ASUS, or
any combination thereof up to a total of $8,000,000 at such times as PSUS may deem
necessary or advisable, and execute, deliver, and carry out such instruments, documents
and agreements as shall be necessary or appropriate to effectuate such sale or borrowing
transactions. PSUS states that it requires this financing from ASUS to fulfill its
contractual obligations to the Federal Government.

The Company has submitted certain information required by the regulations
pursuant to a verified statement as required by the regulations. First, with regard to the
amount and character of the securities proposed to be issued, PSUS will issue and sell
common stock to its parent ASUS or take long term loans from its parent ASUS at
prevailing market rates based upon either (i) the Eurodollar rate plus .5 to 1.0%,
depending upon the credit rating of ASUS’ parent, American States Water Company or
(ii) the higher of Wells’ Fargo Prime Rate and the Federal Funds Rate. The combined
total of stock sales and loans will not exceed $8,000,000. With regard to the purpose for
which the securities are proposed to be issued, PSUS will utilize the financing obtained
through borrowing or issuance of common stock for the construction, completion,
extension, and improvement of utility property and facilities pursuant to the terms of its
contract with the Federal Government. Funds generated may also be used to operate and
maintain existing utility property and facilities. Funds generated may also be used to

retire, refund, repurchase, redeem, or reduce outstanding short term debt of PSUS.



DOCKET NO. 2007-425-WS — ORDER NO. 2008-148
MARCH 5, 2008
PAGE 3

As for the consideration for which the securities are to be issued, the common
stock will be sold to ASUS for a price based on book value of and capital needed by
PSUS. Any loans from ASUS to PSUS will be made upon the same terms as are set forth
in the revolving credit arrangements of ASUS’ parent, American States Water Company.
PSUS contemplates that all borrowing made by PSUS from ASUS will be made pursuant
to the terms of a Promissory Note provided to the Commission or similar promissory
notes. With regard to the description and estimated value of the property to be acquired
through the proposed issue, PSUS intends that the construction, completion, extension,
maintenance, and improvement of utility property and facilities pursuant to the terms of
its contract with the Federal Government will result in improved service to Fort Jackson,
although a precise value cannot be given at this time.

As to terms and conditions of the issuance, any common stock of PSUS sold to
ASUS will be sold for a price based upon book value of and capital needed by PSUS.
There will be no fees associated with the sale of stock. The terms of any loans taken by
PSUS from ASUS will comport with the terms shown in Attachment A to the Application
and will be at prevailing market interest rates available to American States Water
Company under the terms of its revolving credit arrangements at Ithe time of the
borrowing.

With regard to the financial condition of PSUS and its operations, PSUS is a start-
up company which will be assigned the contract to maintain, own, and operate the water
distribution and wastewater facilities Jocated on the federal enclave at Fort Jackson near

Columbia, South Carolina. PSUS has issued 100 shares of common stock to its parent
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ASUS in return for initial capitalization of $100. PSUS has borrowed $150,783.15 from
ASUS as of November 26, 2007, under the terms of the Promissory Note.

With regard to operations, it was anticipated that PSUS would begin operations
on Fort Jackson on January 1, 2008. The funds from this Application, if granted, would
be used to capitalize and finance those operations.

PSUS submits that the purposes for which the proposed issuance of debt or
common stock is to be affected as described above:

(a) Arc fora lawful object within the corporate powers of PSUS;

(b) Are compatible with the public interest;

(c) Are necessary for PSUS to properly perform its duties as a public utility;

(d) Will not impair the ability of PSUS to perform its public utility service; and

(¢) Are reasonably necessary and appropriate to provide adequate funds for the

described corporate purposes.

Accordingly, PSUS urges this Commission to enter its Order authorizing,
empowering, and permitting PSUS (i) to issue and sell up to $8£_09,00Q of debt or equity
securities pursuant to the terms and conditions described in the Application at such times
as PSUS may deem necessary 0T advisable, and (ii) to execute, deliver, and carry out such
instruments, documents, and agreements as shall be necessary or appropriate t0 effectuate

the sale or borrowing transaction or transactions.

We have examined the entire record in this matter and have concluded that the
relief sought by the Company’s‘Application should be granted as filed. We therefore

grant PSUS the requisite Certificate of Authority as required by the regulations.
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We hold that the purposes for which the proposed issuance of debt or common
stock:

(a) Are fora Jawful object within the corporate powers of PSUS;

(b) Are compatible with the public interest; '

(c) Are necessary for PSUS to properly perform its duties as a public utility;

(d) Will not impair the ability of PSUS to perform its public utility service; and

() Are reasonably necessary and appropriate to provide adequate funds for the

described corporate purposes.

With regard to the character of the securities, PSUS will issue and sell common
stock to its parent ASUS or take long term loans from its parent ASUS at prevailing
market rates based upon either (i) the Eurodollar rate plus .5 to 1.0% depending on the
credit rating of ASUS’ parent, American States Water Company, 0T (ii) the higher of
Wells’ Fargo Prime Rate and the Federal Funds Rate. With regard to the amount
reasonable necessary for the purpose for which they are to be issued, we hold that
$8,000,000 worth of common stock or $8,000,000 in loans as described in the
Application, or a combigition. of both up to a total of $8,000,000 is the amount
reasonably necessary for the purpose for which the securities are to be issued or the loans
incurred. We hereby empower PSUS to issue and sell up to $8,000,000 of debt or equity
securities pursuant to the terms and conditions described in the Application at such times
as PSUS may deem necessary 0T advisable, and PSUS may execute, deliver, and carry
out such instruments, documents, and agreements as shall be necessary or appropriate to

effectuate the sale or borrowing transaction or transactions. With regard to the value of
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any property or services to be acquired through the proposed issue, PSUS intends that the
construction, completion, extension, maintenance, and improvement of utility property
and facilities pursuant to the terms of its contract with the Federal Government will result
in improved service to Fort Jackson, although a precise value cannot be given at the
present time.

As noted by the regulations, the issuance of the Certificate of Authority by this
Commission shall not impose or imply any guaranty or obligation as to such securities as
described in this Order on the part of this Commission.

This Order shall remain in full force and effect until further Order of the

.Commission.

BY ORDER OF THE COMMISSION:

A SNQL i O

G. O’Neal Hamilton, Chairman

ATTEST:

C. oot frodey -

C. Robert Moseley, Vice Chairnzgh

(SEAL)
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) APPLICATION FOR AUTHORITY
Palmetto States Utility Services, Inc. ) TO ISSUE AND SELL SECURITIES

) (LONG-TERM DEBT OR EQUITY)

Palmetto State Utility Services, Inc. (“PSUS”) requests the Public Service
Commission of South Carolina (“Commission”) to authorize PSUS to sell common stock
to or to borrow money from its parent company, American States Utility Services, Inc.
(“ASUS™), as set forth below, pursuant to S.C. Code Regs. 103-506 and 103-706. PSUS

is a public service company incorporated under the laws of the State of South Carolina,

A certified copy of its articles of incorporation is on file with the Commission.

1. PSUS intends to either sell common stock or borrow money from its

parent ASUS to capitalize its operations at Fort Jackson, South Carolina. The proceeds
of the sale or loan shall be used to fund the operations, maintenance and capital
improvements, if needed, of the water distribution and waste water systems at Fort

Jackson. Should PSUS opt to borrow funds from ASUS, the term of the loan will be

longer than twelve months.

2. PSUS applies to the Commission for permission and authority to:

a. Issue and sell up to $8,000,000 of common stock to or to borrow

up to $8,000,000 from its parent ASUS, or any combination thereof up to a total of

$8,000,000 at such times as PSUS may deem necessary or advisable; and

Bla

A3N3O



b. Execute, deliver, and carry out such instruments, documents and
agreements as shall be necessary or appropriate to effectuate such sale or borrowing
transactions.

3. PSUS requires this financing from ASUS to fulfill its contractual
obligations to the federal government. As stated in its application for a certificate of
public necessity and convenience, PSUS is a newly formed company and will finance the
proposed exercise of the franchise or right with assistance from its parent company,
ASUS. PSUS will obtain the necessary financing through the issuance of stock to or
borrowing from ASUS.

4, As required by Regulations 103-506 and 103-706, PSUS submits the
information below in support of its application for authority to issue and sell common
stock to or borrow long term funds from ASUS.

)] The Amount and Character of the Securities Proposed to be Issued.

PSUS will issue and sell common stock to its parent ASUS or take long term
loans from its parent ASUS at prevailing market rates based upon either (i) the Eurodollar
(“LIBOR”) rate plus .5 to 1.0% depending upon the credit rating of ASUS’ parent,
American States Water Company, or (ii) the higher of Wells’ Fargo Prime Rate and the
Federal Funds Rate. The combined total of stock sales and loans will not exceed
$8,000,000.

(b)  The Purpose for Which the Securities are Proposed to be Issued.

PSUS will utilize the financing obtained through borrowing or issuance of
common stock for the construction, completion, extension and improvement of utility

property and facilities pursuant to the terms of its contract with the Federal Government.



Funds generated may also be used to operate and maintain existing utility property and
facilities. Funds generated may also be used to retire, refund, repurchase, redeem or
reduce outstanding short term debt of PSUS.

(©) The Consideration for Which the Securities are to be Issued.

The common stock shall be sold to ASUS for a price based on book value of and
capital needed by PSUS. Any loans from ASUS to PSUS will be made upon the same
terms as are set forth in the revolving credit arrangements of ASUS’ parent, American
States Water Company, a California corporation (“AWR”). A copy of the promissory
note dated August 6, 2007 between AWR and ASUS (the “Promissory Note™) is attached
as Attachment A. Definitions of terms used in the Promissory Note are set forth in
Attachment B. PSUS contemplates that all borrowing made by PSUS from ASUS will
be made pursuant to the terms of the Promissory Note or similar promissory notes.

(d  The Description and Estimated Value of the Property, if any, to be
acquired through the Proposed Issue.

PSUS intends that the construction, completion, extension, maintenance and
improvement of utility property and facilities pursuant to the terms of its contract with the
Federal Government will result in improved service for Fort Jackson. A precise value
cannot be given at this time.

(e) The Terms and Conditions of the Issuance.

Any common stock of PSUS sold to ASUS will be sold for a price based upon
book value of and capital needed by PSUS. As there will be no placement to anyone
other than a related entity, there will be no fees or costs associated with the sale of stock.

The terms of any loans taken by PSUS from ASUS will comport with the terms shown in



Attachment A and be at prevailing market interest rates available to AWR under the
terms of its revolving credit arrangements at the time of the borrowing.
® The Financial Condition of PSUS and Its Operations, so far as
Relevant.
(1)  Financial Condition.

PSUS is a start up company which will be assigned the contract to maintain, own,
and operate the water distribution and waste water facilities located on the federal
enclave of Fort Jackson near Columbia, South Carolina. PSUS has issued 100 shares of
common stock to its parent ASUS in return for initial capitalization of $100. PSUS has
borrowed $150,783.15 from ASUS as of November 26, 2007, under the terms of the
Promissory Note.

(2)  Operations.

It is anticipated that PSUS will begin operations on Fort Jackson on January 1,
2008. The funds from this application, if granted, will be used to capitalize and finance
those operations.

5. PSUS submits that the purposes for which the proposed issuance of debt
or common stock is to be affected as described above:

(@  Are for a lawful object within the corporate powers of PSUS;

(b)  Are compatible with the public interest;

(©) Are necessary for PSUS to properly perform its duties as a public
utility;

(d Will not impair the ability of PSUS to perform its public utility

service; and



©

Are reasonably necessary and appropriate to provide adequate

funds for the described corporate purposes.

6. All communications concerning this Application should be provided to:

Applicant’s Representative:

Legal Counsel:

Granville R. Hodges, Jr.

Palmetto State Utility Services, Inc.

c/o American States Utility Services, Inc.
535 Anton Boulevard, Suite 150

Costa Mesa, California 92626

Phone: (741) 689-1188 ext. 105

Marcus A. Manos

NEXSEN PRUET, LLC

1230 Main Street, Suite 700 (29201)
Post Office Drawer 2426

Columbia, South Carolina 29202
Phone: (803) 253-8275

Fax: (803) 727-1467
MManos@nexsenpruet.com

WHEREFORE, PSUS prays that this Commission enter its order:

Authorizing, empowering and permitting the PSUS (i) to issue and sell up to

$8,000,000 of debt or equity securities pursuant to the terms and conditions described

herein at such times as the PSUS may deem necessary or advisable, and (ii) to execute,

deliver, and carry out such instruments, documents and agreements as shall be necessary

or appropriate to effectuate the sale or borrowing transaction or transactions.

Columbia, South Carolina

Nbvember 2 %, 2007

Respectfully submitted,

i P2

Marcus A. Manos

NEXSEN PRUET, LLC

Post Office Drawer 2426

Columbia, South Carolina 29202

Phone: (803) 253-8275

Fax: (803) 727-1467

MManos@nexsenpruet.com

Attorneys for Palmetto State Utility
Services, Inc.




VERIFICATION

With respect to the foregoing Application, the undersigned certifies that he holds
the position indicated below his name; that he is authorized to make this verification for
and on behalf of Palmetto State Utility Services, Inc.; that he has read the Application
and knows the contents thereof; and that the same is true and correct to the best of his
knowledge and belief.

The undersigned declares under penalty of perjury that the foregoing is true and
correct.

Executed on November £%©_ 74,2007, in the Clty of San 1mast California.

By:
Floyd E. Wicks
President and Chief Executive Officer
Palmetto State Utility Services, Inc.
STATE OF CALIFORNIA )

COUNTY OF LOS ANGELES

On November _ 26 , 2007, before me, _Carol K. Canamar, Notary Public

personally appeared FLOYD E. WICKS personally known to me (or proved to me on the
basis of satisfactory evidence) to be the person whose name is subscribed to the within
instrument and acknowledged to me that he executed the same in his capacity as
President and Chief Executive Officer of Palmetto States Utility Services, Inc., and that
by his signature on the instrument the entity upon behalf of which the person acted

executed the instrument.

Lot & Do

Notar}/: Public

anamar

Carol K
My Commission Expires:__June 20, 2009

e £ olory Pubhc C#M
SMer]  Los Mgﬂes L‘o\my _
7 My Comm. <008




VERIFICATION

With respect to the foregoing Application, the undersigned certifies that he holds
the position indicated below his name; that he is authorized to make this verification for
and on behalf of Palmetto State Utility Services, Inc.; that he has read the Application
and knows the contents thereof; and that the same is true and correct to the best of his
knowledge and belief.

The undersigned declares under penalty of perjury that the foregoing is true and
correct.

Executed on November !2_5_ , 2007, in the City of San Dimas, California.

By Retend ]. Aot

Robert J. Sprowls
Chief Financial Officer and Secretary
Palmetto State Utility Services, Inc.

STATE OF CALIFORNIA )
COUNTY OF LOS AN GELES

On November 26 2007, before me, Carol K. Canamar, Notary Public

personally appeared ROBERT J. SPROWLS personally known to me (or proved to me
on the basis of satisfactory evidence) to be the person whose name is subscribed to the
within instrument and acknowledged to me that he executed the same in his capacity as
Chief Financial Officer and Secretary of Palmetto States Utility Services, Inc., and that

by his signature on the instrument the entity upon behalf of which the person acted

Cod f e

Notary Public
Carol K. Canamar

executed the instrument.

My Commission Expires: __June 20, 2009

CAROL K. CANAMAR

: '-'; COMM. #1581538

821 Notary Public - Cilloraia
Los Angeles Counly

Comm. Expires Jm 20;

OUN



PALMETTO STATE UTILITY SERVICES, INC.
PROMISSORY NOTE

$5,000,000 [ 11,2007

FOR VALUE RECEIVED, PALMETTO STATE UTILITY SERVICES, INC,, a
South Carolina corporation (“Company”), unconditionally promises to pay to AMERICAN
STATES UTILITY SERVICES, INC., a California corporation (“Payee”), on demand, in whole
or in part as set forth in such demand, or, if no demand is made or demand is made only in part,
on or before June 5, 2010 the lesser of (x) FIVE MILLION DOLLARS ($5,000,000) and
(v) the unpaid principal amount of all Advances outstanding hereunder. Capitalized terms used
herein without definition shall have the meaning given such terms under the Amended and
Restated Credit Agreement dated as of June 3, 2005 between American States Water Company, a
California corporation and parent of Payee (“AWR”) and Wells Fargo Bank, National
Association, as Administrative Agent and Lead Arranger (the “Credit Agreement”).

Company also promises to pay interest on the unpaid principal amount hereof,
from the date hereof until paid in full, at a fluctuating interest rate per annum that is at all times
equal to the interest rate paid by the Payee for such Advance. Interest on this Note shall be
payable in arrears as follows:

(a) interest accrued on each Alternate Base Rate Advance shall be due
and payable on each Monthly Payment Date,

(b) interest accrued on each Eurodollar Rate Advance which is for a term
of three months or less shall be due and payable on the last day of the applicable
Eurodollar Period,

(c¢) interest accrued on each other Eurodollar Rate Advance shall be due
and payable on the date on which is three months after the date such Eurodollar
Rate Advance was made (and, in the event that Payee is able to obtain a
Furodollar Rate Advance of longer than six months, every three months thereafter
through the last day of the Eurcdollar Period) and on the last day of the
Eurodollar Period,

(d) upon prepayment of any Advance; and
(e) at maturity.

In no event shall the interest rate payable on this Note exceed the maximum rate
of interest permitted to be charged under applicable law.

All payments of principal and interest in respect of this Note shall be made by
wire transfer to Payee’s account number AC# 403 8-142493 at Wells Fargo Bank, ABA
#121000248 or at such other place as shall be designated by Payee from time to time. Each
payment made hereunder shall be credited first to interest then due and the remainder of such

LA1:1141520.1 1



payment shall be credited to interest, and interest shall thereupon cease to accrue upon the
principal so credited.

Company shall have the right at any time and from time to time to prepay the
principal of this Note in whole or in part, without premium or penalty. Any prepayment
hereunder shall be accompanied by interest on the principal amount of the Note being prepaid to
the date of prepayment. Any amount prepaid hereunder may be reborrowed.

No failure or delay on the part of Payee or any other holder of this Note to
exercise any right, power or privilege under this Note and no course of dealing between
Company and Payee shall impair such right, power or privilege or operate as a waiver of any
default or an acquiescence therein, nor shall any single or partial exercise of any such right,
power or privilege preclude any other or further exercise thereof or the exercise of any other
right, power or privilege. The rights and remedies expressly provided in this Note are
cumulative to, and not exclusive of, any rights or remedies that Payee would otherwise have. No
notice to or demand on Company in any case shall entitle Company to any other or further notice
or demand in similar or other circumstances or constitute a waiver of the right of Payee to any
other or further action in any circumstances without notice or demand.

Company and any endorser of this Note hereby consent to renewals and
extensions of time at or after the maturity hereof, without notice, and hereby waive diligence,
presentment, protest, demand and notice of every kind and, to the full extent permitted by law,
the right to plead any statute of limitations as a defense to demand hereunder.

If any provision in or obligation under this Note shall be invalid, illegal or
unenforceable in any jurisdiction, the validity, legality and enforceability of the remaining
provisions or obligations, or of such provision or obligation in any other jurisdiction, shall not in
any way be affected or impaired thereby.

This Note shall be governed by, and shall be construed and enforced in
accordance with, the internal laws of the State of California, without regard to conflicts of laws

principles.

IN WITNESS WHEREOF, Company has caused this Note to be duly executed
and delivered by its officer thereunto duly authorized as of the date and at the place first written
above.

PALMETTO STATE UTILITY SERVICES, INC.

By:

Title:

LA1:1141520.1 2



TRANSACTIONS

ON
PROMISSORY NOTE
Amount of Outstanding Notation Made By
Amount Principal Paid this Principal Balance
Borrowed this Date this Date

Date

LA1:1141520.] 3



ATTACHMENT B

(Excerpts from Amended and Restated Credit Agreement dated as of June 3, 2005 between
American States Water Company and Wells Fargo Bank, National Association)

Interest Rate Provisions

(1) Except as otherwise provided in [the Credit Agreement], the unpaid principal amount
of any Alternate Base Rate Advance shall bear interest at a fluctuating rate per annum equal to
the Alternate Base Rate plus the Applicable Base Rate Margin.

(2) Except as otherwise provided in [the Credit Agreement], the unpaid principal amount
of any Eurodollar Rate Advance shall bear interest at a rate per annum equal to the Eurodollar
Rate for that Eurodollar Rate Advance plus the Applicable Eurodollar Rate Margin.

(3) If any installment of principal or interest ... is not paid when due, it shall bear
interest at a fluctuating interest rate per annum at all times equal to the sum of the interest rate
otherwise applicable thereto ... (or, if no interest rate is otherwise applicable thereto ...), the
Applicable Base Rate plus 2.00%.

Definitions

“Alternate Base Rate” means, as of any date of determination, the rate per annum
(rounded upwards, if necessary, to the next 1/ 100™ of 1%) equal to the higher of (a) the Prime
Rate in effect on such date and (b) the Federal Funds Rate in effect on such date plus 2 of 1%
(50 basis points).

«Applicable Base Rate Margin” means, with respect to any Alternate Base Rate Advance,
for each Pricing Period, the interest rate margin set forth below (expressed in basis points per
annum) opposite the Applicable Pricing Level for that Pricing Period:

Applicable Pricing Level
I

II
I
v
v

<
OO<D<D<Daz
=3

“Applicable Eurodollar Rate Margin” means, with respect to any Eurodollar Rate
Advance, for each Pricing Period, the interest rate margin set forth below (expressed in basis
points per annum) opposite the Applicable Pricing Level for that Pricing Period:

Applicable Pricing Level Margin
1 50.0
I 62.5

III 75.0



v 87.5
v 100.0

“Applicable Pricing Level': means, for each Pricing Period the pricing level set forth
below opposite the Debt Rating achieved by American States Water Company (‘“AWR?”) as of
the first day of that Pricing Period:

Pricing Level Debt Rating
I Greater than or equal to A1/A+
11 Less than A1/A+ but greater than or equal to A2/A
I Less than A2/A but greater than or equal to A3/A-
v Less than A3/A- but greater than or equal to
Baa2/BBB
\% Less than Baa2/BBB

“Eurodollar Base Rate” means with respect to any Eurodollar Rate Advance comprising
part of the same Borrowing, the interest rate per annum (rounded upward, if necessary, to the
nearest 1/100" of 1% ) at which deposits in Dollars are offered by the Eurodollar Reference
Lender to prime banks in the Designated Eurodollar Market at or about 10:00 a.m. local time in
the Designated Eurodollar Market, two (2) Eurodollar Banking Days before the first day of the
applicable Eurodollar Period in an aggregate amount approximately equal to the amount of the
Advance to be made by the Eurodollar Reference Lender comprising part of the Borrowing and
for a period of time comparable to the number of days in the applicable Eurodollar Period.

“Eurodollar Rate” means, with respect to any Eurodollar Rate Advance comprising part
of the same Borrowing, an interest rate per annum (rounded upward, if necessary, to the nearest
1/100" of one percent ) determined pursuant to the following formula: (i) the Eurodollar Base
Rate, divided by (ii) 1.00 minus the Eurodollar Reserve Percentage.

“Eurodollar Reserve Percentage” means, with respect to any Eurodollar Rate Advance
comprising part of the same Borrowing, the maximum reserve percentage (expressed as a
decimal, rounded upward, if necessary, to the nearest 1/100™ of one percent) in effect on the
Eurodollar Base Rate for the Borrowing of which such Eurodollar Rate Advance is a part is
determined (whether or not such reserve percentage is applicable to any Lender) under
regulations issued from time to time by the Federal Reserve Board for determining the maximum
reserve requirement (including any emergency, supplemental or other marginal reserve
requirement) with respect to Eurocurrency funding (currently referred to as “eurocurency
liabilities”) having a term comparable to the Eurodollar Period for the Eurodollar Rate Advance.

“Federal Funds Rate” means, as of any date of determination, the rate set forth in the
weekly statistical release designated as H.15(519), or any successor publication, published by the
Federal Reserve Board (including any such successor, “H.15(519)”) for such date opposite the
caption “Federal Funds “(Effective)”. If for any relevant date such rate is not yet published in
H.15(519), the rate for such date will be the rate set forth in the daily statistical release

' As of October [ ], 2007, AWR was rated A- by Standard & Poor’s Ratings Agency Group (“S&P™).
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designated as the Composite 3:30 p.m. Quotations for U.S. Government Securities, or any
successor publication, published by the Federal Reserve Bank of New York (including any such
successor, the “Composite 3:30 p.m. Quotation”) for such date under the caption “Federal Funds
Effective Rate”. If on any relevant date the appropriate rate for such date is not yet published in
either H.15(519) or the Composite 3:30 p.m. Quotations, the rate for such date will be the
arithmetic mean of the rates for the last transaction in overnight Federal funds arranged prior to
9:00 a.m. (New York City time) on that date by each of three leading brokers of Federal funds
transactions in New York City selected by the Administrative Agent.

“Prime Rate” means the rate of interest most recently announced within Wells Fargo, at
its principal office in San Francisco, California, as its “prime rate”. The “prime rate” is one of
several base rates used by Wells Fargo and serves as the basis upon which effective rates of
interest are calculated for loans and other credits making reference thereto. The “prime rate” is
evidenced by the recording thereof after its announcement in such internal publication or
publications as Wells Fargo may designate.
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ATTACHMENT A
PALMETTO STATE UTILITY SERVICES, INC.

DRAFT PROMISSORY NOTE DUE MAY 2013
$5,000,000 MAY 27,2010

FOR VALUE RECEIVED, PALMETTO STATE UTILITY SERVICES, INC., a
South Carolina corporation (“Company”), unconditionally promises to pay to AMERICAN
STATES UTILITY SERVICES, INC., a California corporation (“Payee”), on demand, in whole
or in part as set forth in such demand, or, if no demand is made or demand is made only in part,
on or before May 27, 2013 the lesser of (x) FIVE MILLION DOLLARS ($5,000,000) and
(y) the unpaid principal amount of all Advances outstanding hereunder. Capitalized terms used
herein without definition shall have the meaning given such terms under the Third Amended and
Restated Credit Agreement dated as of May 27, 2010 between American States Water Company,
a California corporation and parent of Payee and Wells Fargo Bank, National Association, as
Administrative Agent and Lead Arranger (the “Credit Agreement”). This Promissory Note
amends and restates in its entirety that Promissory Note dated August 6, 2007.

Company also promises to pay interest on the unpaid principal amount hereof, from the
date hereof until paid in full, at a fluctuating interest rate per annum that is at all times equal to
the interest rate paid by the Payee for such Advance. Interest on this Note shall be payable in
arrears as follows:

(a) interest accrued on each Alternate Base Rate Advance shall be due
and payable on each Monthly Payment Date,

(b) interest accrued on each Eurodollar Rate Advance which is for a term
of three months or less shall be due and payable on the last day of the applicable
Eurodollar Period,

(c) interest accrued on each other Eurodollar Rate Advance shall be due
and payable on the date on which is three months after the date such Eurodollar
Rate Advance was made (and, in the event that Payee is able to obtain a
Eurodollar Rate Advance of longer than six months, every three months thereafter
through the last day of the Eurodollar Period) and on the last day of the
Eurodollar Period

(d) upon prepayment of any Advance; and
(e) at maturity.

In no event shall the interest rate payable on this Note exceed the maximum rate
of interest permitted to be charged under applicable law.

All payments of principal and interest in respect of this Note shall be made by
wire transfer to Payee’s account number AC# 4038-142493 at Wells Fargo Bank, ABA
#121000248 or at such other place as shall be designated by Payee from time to time. Each
payment made hereunder shall be credited first to interest then due and the remainder of such



payment shall be credited to interest, and interest shall thereupon cease to accrue upon the
principal so credited.

Company shall have the right at any time and from time to time to prepay the
principal of this Note in whole or in part, without premium or penalty. Any prepayment
hereunder shall be accompanied by interest on the principal amount of the Note being prepaid to
the date of prepayment. Any amount prepaid hereunder may be reborrowed.

No failure or delay on the part of Payee or any other holder of this Note to
exercise any right, power or privilege under this Note and no course of dealing between
Company and Payee shall impair such right, power or privilege or operate as a waiver of any
default or an acquiescence therein, nor shall any single or partial exercise of any such right,
power or privilege preclude any other or further exercise thereof or the exercise of any other
right, power or privilege. The rights and remedies expressly provided in this Note are
cumulative to, and not exclusive of, any rights or remedies that Payee would otherwise have. No
notice to or demand on Company in any case shall entitle Company to any other or further notice
or demand in similar or other circumstances or constitute a waiver of the right of Payee to any
other or further action in any circumstances without notice or demand.

Company and any endorser of this Note hereby consent to renewals and
extensions of time at or after the maturity hereof, without notice, and hereby waive diligence,
presentment, protest, demand and notice of every kind and, to the full extent permitted by law,
the right to plead any statute of limitations as a defense to demand hereunder.

If any provision in or obligation under this Note shall be invalid, illegal or
unenforceable in any jurisdiction, the validity, legality and enforceability of the remaining
provisions or obligations, or of such provision or obligation in any other jurisdiction, shall not in
any way be affected or impaired thereby.

This Note shall be governed by, and shall be construed and enforced in
accordance with, the internal laws of the State of California, without regard to conflicts of laws

principles.

IN WITNESS WHEREOF, Company has caused this Note to be duly executed
and delivered by its officer thereunto duly authorized as of the date and at the place first written
above.

PALMETTO STATE UTILITY SERVICES, INC.

By:

Title:




TRANSACTIONS ON NOTE

Amount Amount of Outstanding

Borrowed This Principal Paid This Principal Balance
Date Date This Date Notation Made By




